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Notes of the Month 


The Powers and Germany: The Soviet Note of 10 March 1952 


Arter the N.A.T.O. Conference at Lisbon somewhat optimistic 
communiqués were published. These summarized the session’s 
achievements, giving the forces in combat readiness in 1952 as 
approximately fifty divisions and 4,000 operational aircraft, and 
approved the text of a Protocol defining relations between N.A.T.O. 
and the European Defence Community and providing for recipro- 
cal consultation and combined meetings of the two bodies. Western 
Germany is a member of the latter but not of the former. 

Two weeks later, on 10 March, the Soviet Government sent a 
Note to the three Western Powers urging the early conclusion of 
a German peace treaty on the grounds that the danger of a revival 
of German militarism had not been removed, since the Potsdam 
decisions had not yet been implemented. Under the terms of the 
Russian draft treaty, Germany is expressly to be allowed ‘national 
land, air, and sea forces essential for the defence of the country’ 
and is herself to produce the war materials and equipment neces- 
sary for them. The Russian proposals also include the withdrawal 
of all occupying forces, the reunification of Germany within the 
frontiers laid down at Potsdam, and a pledge by Germany not to 
enter into any coalition or military alliances whatsoever directed 
against any Power which took part with its armed forces in the war 
igainst her. Germany’s admission to membership of the United 
Nations would then be supported by the Powers which signed the 
treaty with her. 

In November 1950 the U.S.S.R. had proposed a four-Power 
Conference ‘to examine the question of the fulfilment of the Pots- 
dam Conference on the demilitarization of Germany’, on the basis 
of the Prague Conference proposals of October 1950.' The Prague 

See The World Today, January 1951, p. 6. 
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proposals included: the declaration against the remilitarization of 
Germany; the creation of a unified democratic and peace-loving 
Germany ; the removal of restrictions on a German peace economy; 
the prevention of a restored war potential; and the conclusion of 
a peace treaty, to be followed by the withdrawal of the occupying 
forces. The Soviet Note of 10 March 1952 thus contains two new 
proposals: the creation of German armed forces, and the exclusion 
of Germany from coalitions or military alliances against any of her 
former enemies. The German Federal Chancellor, Dr Adenauer, 
speaking on 16 March, declared that these proposals represented ‘a 
certain advance’, though it was not the task of the Federal Govern- 
ment directly to answer a Note addressed to the Western Allies. 
He added, however, that the Soviet Note was a fresh proof of the 
soundness of his conviction, upon which his Government’s policy 
was based, that if the Western Powers were to become strong 
Soviet Russia would enter into ‘reasonable counsel’ with them. The 
Minister for All-German Affairs in the Federal Government, Herr 
Jakob Kaiser, in a broadcast on 15 March asked the Western 
Powers to make the utmost effort to clarify the meaning of the 
Soviet Note and to put forward precise proposals of their own for 
German unity and peace. He emphasized that ‘free elections under 
international control’ must be the first step towards unity and 
peace. 

Social Democratic Opposition leaders in Western Germany are 
also said to support these pleas for serious study of the Russian 
Note, even though it might prove to be once again only a tactical 
move. For example, Herr Ollenhauer, the second Chairman of the 
Party, speaking in Berlin, emphasized that every possibility of 
reunification under democratic auspices must becarefullyexamined. 
Herr Reuter, the Social Democratic Lord Mayor of Berlin, on the 
other hand, while supporting the plea of his party’s leaders in 
Western Germany for a careful study of the Soviet Note, has said 
that only the establishment of democratic freedom in the Soviet 
zone could convince him that the Russians were really in earnest 
and looking for a feasible compromise on Germany. 

There is a certain irony in the fact that a United Nations Com- 
mission has just been in Western Germany to discover whether 
conditions exist in Germany for the holding of free democratic 
and secret elections. It will be recalled that in response to a pro- 
posal of Herr Grotewohl’s for East-West discussions on all- 
German elections, Dr Adenauer laid down certain conditions, in- 








NOTES OF THE MONTH 135 


cluding international control. The U.N. Assembly in Paris on 
20 December appointed a Commission to carry out ‘simultaneous 
investigations’ in the Federal Republic, in Berlin, and in the 
Soviet zone. But so far its requests for facilities in the German 
Democratic Republic have not been granted (or even replied to) 
by the Soviet Control Commission. Herr Grotewohl, the East © 
German Prime Minister, told the People’s Chamber on 14 March 
that the Commission would on no account be allowed into Eastern 
Germany where, in contrast with the West, every citizen had the 
same rights and freedom and only saboteurs and agents were put 
into captivity. He also described the Soviet Note as ‘fundamentally 
altering the international situation’ and ‘making possible an im- 
mediate settlement of European problems’. 


Central African Federation 

THOUGH all three political parties in Britain are agreed on the 
desirability of the proposed federation of the two Rhodesias and 
Nyasaland, a debate on the subject in the Commons on 4 March 
led to a division, the first on any question of Colonial policy (the 
groundnuts scheme was not conceived in terms of Colonial policy) 
for many years. Everybody except the Africans—and that is the 
nub of the matter—agrees that federation is desirable on all the 
objective grounds of economics and strategy, and that, in face of 
the threat inherent in economic, political, and racial developments 
in South Africa since the war, there is an urgent necessity for it. 
Everybody also considers that the detailed suggestions put for- 
ward by the conference of officials held in London at the end of 
1950 afford at least a basis for discussion of a federal Constitution. 

African opposition can be traced back not merely to the failure 
to invite African representatives to the original conference of 
unofficial members from the north with Southern Rhodesia at the 
Victoria Falls in 1948, but to the opposition of the Africans to 
amalgamation at the time of the Bledisloe Commission in 1938. 
They did not want then to exchange the Protection of the Crown 
and Colonial Office rule for that of the local Europeans, and they 
are not now satisfied that any guarantees of their protectorate 
status, their lands, or their political prospects will be effective even 
though written into the Constitution. They have seen, in the 
Union, what can happen to constitutional safeguards. Nor is the 
fact that only a small educated minority can appreciate such 
matters, or indeed understand most of the issues at stake, any 
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comfort, for in all such countries, from India to the Gold Coast, it 
is not the illiterate masses which count politically, but the dynamic 
educated minority whom they respect and will follow. Mr Griffiths, 
when he visited Northern Rhodesia, was deeply impressed with 
the strength of this opposition and with the necessity for bringing 
* the Africans into full consultation at all future conferences if their 
support were ever to be won. He and many others are also con- 
vinced that federation, however desirable, must not be put 
through, let alone rushed through, unless that support is won. On 
the other hand, the creation of a strong State north of the Lim- 
popo, based on liberal principles, is urgently necessary for the pro- 
tection not only of the peoples of Central Africa but even, perhaps, 
of those of the East and West African territories as well. There are 
those who say that Britain cannot, in the interests of her African 
wards themselves, afford to wait until they have grown to realize 
what is good for them, and that it is her moral duty to act for them 
now regardless of their protestations. Nor is it forgotten that if, 
inhibited by such scruples, she delays much longer, the Europeans 
in Southern Rhodesia, who are in any case reluctant to surrender 
any of their present political independence, may themselves 
withdraw their support, and that sooner or later economic forces 
may, if the North is closed, draw them southwards. 

Mr Lyttelton did not apparently succeed in allaying Opposition 
fears so far as the machinery of the proposed London conferences 
was concerned. Neither Mr Griffiths nor Mr Gordon Walker 
pressed home the demand of Mr Clement Davies and several 
Labour back-benchers for an outright assurance that federation 
would not take place without the full support of the Africans, but 
they clearly suspected that such an intention underlay the Govern- 
ment’s actions, and a division on the procedural points at issue 
became inevitable. There was, of course, the danger that the fact 
of a division might be misinterpreted in Africa. But the House 
had, throughout the debate, made abundantly clear its unanimity 
on the principle of federation. The project seems to have entered 
perilous waters, but at least nobody doubts that everything 
possible must now be done to convert African opinion. 


The Dilemma of Egypt 

THE appointment as Prime Minister of Hilali Pasha, the latest 
of a long series of respectable dissidents from Nahhas’s manage- 
ment of the Wafd Party, reflects King Farouk’s impatience to 
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break its power by bringing home to it and to the country its mis- 
government of the past two years. The rustication of the ‘boss’ 
Sirag ud-Din Pasha and another ex-Minister, and the removal of 
Mme Nahhas’s private yacht from the handsome new quay pro- 
vided for it out of public funds, may be the precursors of a purge 
operated under the law to investigate the origins of political 
fortunes. 

The difficulty facing would-be reformers is that the Wafdist 
‘guilty men’ still have the support of the city mobs, and that the 
loyalty to the Crown of the only countervailing force, the Egyptian 
Army, is not apparently assured for a variety of reasons. But 
these concern only surface symptoms of the radical diseases of 
Egyptian society—the ever more insistent contrast between the 
poverty of the masses which grows worse with the rapid increase of 
population, the corruption of an overgrown and underpaid 
bureaucracy, and the selfishness of a plutocracy whose offence to 
orthodox Muslim standards of conduct is one cause of the strength 
of movements like the Muslim Brotherhood. 

It is natural that the Egyptian moderates, in these straits, should 
look to Britain for an immediate concession on the two points of 
Egypt’s national aspirations—evacuation, and the Sudan— 
which would appease public opinion and so allow the Govern- 
ment to face the task of averting economic ruin and the threat of 
social revolution; but the dilemma of Egypt lies in the difficulty 
which Britain, as trustee for the West, finds in giving optimistic 
answers to the following vital questions: 

1. In the present ‘cold war’, can Western control of the Canal 
Zone base, whose advantages include the unique asset of ‘back 
door’ access from the Red Sea, be given up without firm guaran- 
tees? 

2. In the light of past experiences, what confidence is there that 
a future Egyptian Government would, in a grave international 
crisis, honour their word to re-admit foreign forces and not pursue 
the will-o’-the-wisp of neutrality? (The Egyptian counter-charge 
alleging repeated British failures to honour pledges to end the 
occupation evades this issue). 

3. Is Egypt, who has hitherto offered the Sudan only provincial 
autonomy, prepared to meet the demand for at least ‘dominion 
status’, if not independence? 

4. Are the fears of the 24 million non-Muslim southern Sudan- 
ese understood—their memories of slave-raiding only two genera- 
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tions ago, and their consequent desire not to come under Muslim 
rule until they themselves have advanced towards political 
maturity under a benevolent tutelage? 

If Britain and the West desire the friendship of Egypt and the 
Arab world, it is said, they must be prepared to take some political 
and strategic risks; if Egypt’s national demands were met and 
adequate supplies of modern armaments furnished to the Arab 
League, the League would participate in Middle East defence and 
might be ready to come to a settlement with Israel. But apart from 
scepticism on this latter point, so opportunely injected into the 
debate, what is the discount rate for Egyptian and Arab League 
friendship over even a short period? And what arms has the West 
to spare for so uncertain a military and political factor? 


The Soviet Budget for 1952 


Tue U.S.S.R. carefully guards as a State secret all statistical 
information, be it figures on production, on the number of workers, 
on trade, or on births, deaths, and movements of population. Any 
disclosure of such figures is regarded as high treason. But twice a 
year the Government itself lifts a corner of the veil that conceals 
the facts on the U.S.S.R.’s economy, and one gets a glimpse of its 
development and trends. This is on the occasions of the annual 
report of the Central Statistical Office on the fulfilment of the Plan, 
and the Budget speech of the Finance Minister at the annual 
session of the Supreme Soviet. Speeches of this nature are stereo- 
typed in the extreme, yet an attentive reader will find sufficient 
material for a picture of the general trend. 

One feature of this year’s Budget speech! was that far more 
space than usual was devoted to the economic situation in the West, 
particularly to the difficult straits in which France and Britain 
find themselves. Last year this topic was dismissed with a few 
generalities. This time, too, Mr Zverev was more definite on 
Russia’s alleged foreign policy: “The Soviet Union has no aggres- 
sive plans whatsoever. She does not threaten any countries or any 
people. Her armed forces nowhere wage war and do not take part 
in any military operations.’ 

This declaration was made together with the announcement that 
the new Budget had provided the necessary means for a further 
strengthening of the country’s defence power. These appropria- 
tions have, indeed, risen from about 21 per cent of total expendi- 


1 Pravda, 7 March 1952. 
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ture in 1951 to 23-9 per cent this year, i.e. to 113,800 million 
roubles. In actual fact the increase is greater, in view of recent 
reductions in freight and fuel charges and in wholesale prices for a 
number of heavy industry goods, such as metals, machinery and 
equipment, building materials, and others—reductions from which 
the armaments industry will profit as much as other branches of 
the economy. A comparison of the defence appropriations in the 
U.S.S.R. and in the West on the basis of their respective Budgets 
would be quite illusory. In the U.S.S.R. the whole economy is 
nationalized and all investments, without exception, are reflected 
in the Budget. ‘The comparison with U.S. budgetary expenditure 
made by the Soviet spokesman has therefore no validity. 

The total Soviet Budget for 1952 is considerably higher than 
that for 1951.4 Revenue is planned at 508,800 million roubles, 
expenditure as 476,900 million. Last year’s planned revenue was 
exceeded by 10,000 million roubles (partly due to a higher yield of 
the turnover tax). National expenditure fell short of the plan by 
also about 10,000 million roubles. For this no explanation was 
offered. Planned grants to the national economy were, in the 
course of the year, increased by 1,000 million roubles; on the other 
hand, the social services again had not made full use of their 
appropriations (by nearly 2,000 million roubles). The share of 
grants to the national economy is slightly smaller (roughly 38 per 
cent of the total as against 39-5 in 1951). For the second year run- 
ning the individual allocations to the separate branches of national 
economy has not been disclosed, except for agriculture and 
forestry, whose share has fallen from 22-3 per cent in 1950 (the 
figure for 1951 is unknown) to 19-2 per cent. Mr Zverev attributed 
this to a fall in prices for agricultural machinery. If this is due to 
the general reduction in wholesale prices it is difficult to see why 
the Ministry for Agricultural Machinery should benefit more by 
this (or have a higher productivity of labour) than the other 
economic Ministries. Even allowing for the general slight cut in 
the appropriations to the national economy, it would still seem 
that this has affected agriculture more than industry, despite the 
former’s repeated failure to reach the grain output and livestock 
targets. But of course the U.S.S.R.has other sources at her disposal, 
such as China, Manchuria, and the Eastern European countries. 


‘See The World Today, April 1951. 





The Sterling Crisis 


ONCE again, for the fourth time since the end of the war, Great 
Britain finds herself in a serious balance of payments crisis. The 
best index of these difficulties is provided by the fall in the gold 
reserve. From a post-war high of $3,867 million reached on 30 
June 1951, the reserve had fallen by the end of February 1952 to 
$1,770 million. In the first two months of this year gold was being 
lost at the rate of $63 million a week, a rate which, if maintained, 
would have emptied the reserve in little more than six months. That 
simple fact underlines the gravity of the situation and amply con- 
firms the widely accepted verdict that this latest sterling crisis is 
the gravest of them all. One might add that it must be the last of 
them all if the sterling area and the sterling system as we have 
come to know them are to survive. 

Before discussing the latest crisis it would be well to look back 
briefly on the other crises that have punctuated the economic 
history of Britain since the end of the war. Their cycle has been 
curiously regular, falling with almost exact biennial accuracy. In 
the autumn of 1945 sterling faced a grave position. This was due 
to no ignoble or unworthy policies on Britain’s part. It was a 
reflection of the fact that during the war Britain’s single-minded 
devotion to the cause of victory had caused her to fling export trade 
to the wind, to liquidate a very large part of her most marketable 
overseas investments, and to accumulate oppressive external debts. 

It was on this weakened economy, sustained by Lend-Lease, 
that the sudden cessation of this help fell with brutal suddenness. 
Fortunately, the impact of that blow was softened by the post-war 
credits raised by the British Government in the United States and 
Canada. One of the conditions attached to these credits was that 
the pound sterling should be made convertible a year after the 
agreement came into effect, i.e. by July 1947. This convertibility of 
sterling lasted no more than six weeks. It was put into effect long 
before the necessary basic restoration of the British economy and 
balance of payments had been completed. In consequence the 
restoration of convertibility led directly to the second balance of 
payments crisis, which broke out in August 1947 and was only 
ended with the suspension of convertibility of sterling. The posi- 
tion was then eased by American aid provided under the Marshall 
programme, which came into effect early in 1948. By the autumn of 
1949, however, the disparity between costs and prices in the dollar 
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and non-dollar world had become such that a major adjustment 
had to be effected through a devaluation of sterling and of most 
other non-dollar currencies. That was the third of the post-war 
balance of payments crises. The devaluation of sterling was forced 
on Britain after the gold reserve had sunk to no more than $1,400 
million. The sharp and probably excessive depreciation of sterling 
had an immediate effect on the balance of payments. It increased 
exports, it reduced imports, and it also caused a considerable 
covering of speculative positions against sterling which had un- 
doubtedly helped the preceding drain on the reserve. 

The recovery in the gold and dollar reserve which followed the 
devaluation was further helped in the second half of 1950 by heavy 
American purchases of sterling area materials following the out- 
break of hostilities in Korea. The position had so much improved 
that by the end of 1950 the United States deemed it desirable to 
stop all further Marshall assistance to Great Britain. But within 
nine months, in the autumn of 1951, precisely two years after the 
devaluation crisis, sterling was in trouble again. A sharp rise in 
prices of sterling area materials had been followed by a collapse 
caused mainly by sudden American suspension of stockpiling. 
The primary producing countries for their part were still spending 
and importing at the high levels indicated by the previous high 
prices of their products, and the whole sterling area found itself in 
serious deficit with the dollar world—a deficit which for the time 
being could no longer be bridged with American assistance. 

This two-year cycle of balance of payments crises seems to have 
one of its roots in the rhythm with which the United States has 
increased and then decreased the scale of its imports of materials 
since the end of the war. The American business situation must 
now be regarded as the dominant factor in the world economy. 
Since the end of the war there has been a tendency for the United 
States to build up their inventories one year and to scale down their 
imports in the following year. The fluctuations have not been con- 
siderable measured in absolute or relative terms, but they have 
nevertheless been sufficient to have a serious impact on the balance 
of payments of the non-dollar countries. 

This impact has been accentuated by two supplementary in- 
fluences. The first is the inevitable time lag between the moment 
at which the primary producing and exporting countries receive 
the benefit of the upswing in the American inventory cycle and 
that at which they pay for the imports based on these large exports. 
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and high export prices. The Australian wool boom reachied its 
peak in the early part of 1951, but the liberalization of Australian 
imports based on this boom did not begin to affect the Australian 
balance of payments until the second half of 1951, by which time 
the price of wool had collapsed. The other factor which has tended 
to accentuate the impact of the American ‘inventory cycle’ on the 
balances of payments of other countries is the force of speculation. 
When the course of current transactions has swung against sterling 
there has been an inevitable tendency on the part of traders all 
over the world to delay their payments to the sterling area in the 
hope that by waiting long enough they might be able to buy their 
sterling cheaper. Conversely, when the trend has been the other 
way purchases of sterling have been accelerated. As a result of all 
these various factors the gold and dollar reserve of the sterling area, 
the only substantial monetary gold reserve held outside the United 
States, has had to take far more severe buffeting than the normal 
fluctuations in international trade would seem to have justified. 
That, incidentally, is one of the reasons why it is so important 
that this gold and dollar reserve should be raised to a really ade- 
quate figure. It is only with an ample cushion of reserves that 
sterling will ever be able to plunge into the invigorating but testing 
waters of complete convertibility. 

The reasons for the regular biennial cycle of these crises do not, 
however, provide the real causes for the weakness of sterling which 
has manifested itself at such regular intervals. Those causes are not 
readily summarized. Some of them are connected with long-term 
changes in the structure of the British economy. The earlier 
supremacy of Britain as an industrial, exporting, and financial 
power began to be undermined towards the end of the nineteenth 
century, though there still remained a great deal of fat on which 
Britain could live without feeling the impact of this relative 
deterioration. But that reserve was largely encroached upon during 
the two world wars, in particular by the sale of external invest- 
ments and accumulation of overseas debts. 

After World War II Britain failed to adjust herself to the harsh 
realities of the new situation. She attempted to do too much too 
quickly—to rebuild her shattered houses and factories, to restore 
exports, to maintain a comparatively high level of defensive arma- 
ment including compulsory military service, to launch an ambi- 
tious social security programme. Not only did she try to extract 
more from the receptacle of her resources than was put into it, 
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but she further stimulated consumption by pursuing an excessively 
cheap money policy. Cheap money ‘a la Keynes’ may have been 
fully justified in the 1930s when the world as a whole was facing 
problems of under-employment of human and industrial resources ; 
it may also have been justified in a war economy, when the neces- 
sary compression of civilian consumption and diversion of re- 
sources to armaments must be achieved by physical and not by 
monetary controls. But it ceased to be justified in the post-war 
period when the problems against which Britain was struggling 
were those of over-employment and of an overstretched economy. 
The result of these legacies inherited from the war and of the 
mistakes made in adjusting the economy to them was inflation, all 
the more insidious in its effects for being suppressed in its symp- 
toms by subsidies, appeals to restraints, control of prices, and other 
devices which may have plugged the thermometer, but failed to 
reduce the patient’s temperature. 

The lesson taught by this experience, and by the repeated 
balance of payments crises with which it was punctuated, was that 
there is an inexorable chain of action and reaction between domes- 
tic policy and external solvency. It was a lesson which the Labour 
Government was extremely slow to learn. The recognition of this 
truth, and the setting in motion of the appropriate measures in the 
field of domestic policy, is one of the reasons for hope in the present 
situation. That situation, however, differs somewhat from the 
previous balance of payments crises in two respects. In the first 
place, the balance of payments difficulties have been experienced 
not only in relation to the dollar world but also in trade with non- 
dollar countries. As the Chancellor of the Exchequer pointed out 
ruefully in his first major speech in Parliament, ‘all currencies are 
now, alas, hard’. The other unusual feature of the present crisis 
is that it is a crisis not merely of the United Kingdom but of the 
whole sterling area. Nearly all countries which are members of the 
sterling area have been running balance of payments deficits. That 
fact was clearly recognized when the Finance Ministers of the 
Commonwealth met in London in the early weeks of this year. They 
recognized not only their common danger but their common 
responsibility for the grim situation which developed over the 
second half of 1951. They decided, in the light of that danger, 
first to take short-term measures such as import cuts to stop the 
haemorrhage of gold and dollars, and in the second place to set in 
motion more fundamental measures of a deflationary character 
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which in time might ensure the solvency of the whole sterling area 
and create a situation in which sterling could be once again a strong 
and convertible currency. 

In Britain the balance of payments position is being tackled by 
a combination of short-term and more basic measures. In the 
broadest terms, the choice which faces the country is whether the 
crucial balance of payments situation should be met by more con- 
trols or by a drift into greater freedom within the context of a 
deflationary policy. This is the choice which, as might be expected, 
divides the two principal political parties. The spokesmen for the 
Labour Party have already pointed out that in the face of a loss of 
gold such as that being sustained at present the proper answer is 
to rely on physical controls, to cut harshly at all inessential imports, 
to curtail every available item of overseas expenditure, and by 
appropriate planning, direction of labour, and allocation of 
materials to direct exports to the markets where they will earn the 
most urgently needed currencies. To this school of thought a 
deflationary policy, the retrenchment of Government expenditure, 
any retreat however partial from the National Health Service, and 
even the hard money policy are completely irrelevant. They cannot 
be shown to have any direct bearing on.the problem involved. In 
this logic there is still no admission of a link between domestic 
policy and external solvency. 

The other approach, that of the drift towards greater freedom 
but within the context of a general deflationary policy, is that which 
has been followed, albeit haltingly, by the Conservative Govern- 
ment. In view of the urgency of the situation, it has been impossible 
to apply this policy undiluted by the physical types of control on 
which the Opposition would place its whole faith. Given the need 
to achieve results quickly, it has been necessary to cut imports, to 
allocate materials, and even to take measures to encourage the 
transfer of labour from less essential to more essential jobs. But 
this reliance on physical controls is now being made within a 
framework of dearer money and of retrenchment in Government 
expenditure. The mechanism of bank rate has been resurrected 
after a sleep of more than twenty years. The banks are once again 
aware that they do not have at their discretion an unlimited volume 
of credit which they can put at the disposal of trade and industry. 
The pressures which will be exerted at thousands of different 
points by the turning of the credit screw will in time achieve far 
more to adjust the British economy to the harsh realities of the 
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post-war situation than any measure of centralized direction. But 
these adjustments will take time to complete themselves and may, 
while they are being effected, create pools of short-term unemploy- 
ment in industries which have to release labour to others. 

One paradoxical effect of the cuts in imports is that they will 
tend to increase the forces of inflation, since there will be fewer 
goods competing for the available volume of purchasing power in 
the hands of the public. That must also be the effect of any diver- 
sion of labour and materials from industries working for the 
civilian domestic market to those working for exports and for the 
defence sector of industry. The logical response to these cuts and 
diversions is to be found in the last Budget, which must be looked 
upon not so much as an attempt to cover Government expenditure 
with an appropriate figure of revenue, but as an exercise in trim- 
ming effective demand in Britain to the supplies of goods that will 
be available after the defence programme has been met and a 
sufficient volume of exports has been assured to achieve solvency 
in the United Kingdom balance of payments. Whether the Budget 
will achieve this wider objective is a question which it is difficult to 
answer. It depends on the highly conjectural arithmetic of the 
National Income White Paper and on the verification of many 
estimates regarding consumption, investment, prices, exports, and 
imports, regarding which past experience does not justify much 
confidence. The Budget is intended to achieve a normal revenue 
surplus of {511 million, which by all normal fiscal standards would 
seem adequate for this disinflationary task. Unfortunately normal 
criteria in this context are out of date. The Budget should, how- 
ever, do a great deal to help the pound sterling. By shifting the 
impact of taxation from direct earnings to spending it should 
contribute to higher prodyction, which is the only really successful 
way in which the balance of payments problem can be solved. 
Moreover, by reducing the subsidy element in the cost of living it 
will tend to raise the prices of certain British exports which in the 
recent past have been selling below real cost and below the true 
competitive level of world prices. In other words, the Budget 
should help to maintain the slight improvement in the terms of 
trade which have already begun. Finally, the cut in subsidies, allied 
to the sharp increase in the bank rate, should help to impress 
foreign opinion concerning the vigour with which Britain is 
tackling her balance of payments difficulties, and this, in its turn, 
should mobilize that always powerful factor, sentiment, in the 
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cause of the recovery of sterling in the foreign exchange markets of 
the world. 

The measures taken in Britain both for the short and the longer 
term aspect of the problem are due to be paralleled by steps taken 
in other member countries of the sterling area. These other coun- 
tries were somewhat slow off the mark in implementing the promises 
made by their Finance Ministers in the course of the January 1952 
conference, but judging by the recent Australian import cuts, they 
promise to make up in vigour and severity for any deficiencies in 
the matter of timing. 

It must never be forgotten that the sterling problem has to be 
judged in terms not merely of the United Kingdom but of the 
whole sterling area. This both complicates and reinforces the 
position. The sterling area countries regard Great Britain as their 
banker and maintain in London substantial balances—the latest 
total is around {£3,000 million—which serve both as external 
reserves for their currencies and working balances with which to 
finance their external trade. These balances have unfortunately 
been inordinately swollen, partly through military expenditure in- 
curred by Britain in some of the countries concerned during the 
war, but also as a result of deficits which have been incurred with 
some of these countries by Great Britain since the end of the war. 
These countries have access to the gold and dollar reserve which 
Great Britain, as the banker, maintains for the whole sterling area. 
When that reserve is under pressure, as it has been recently, there 
is an inevitable temptation for members to dip their hands a little 
more generously into the pool than they might otherwise do. There 
is no greater test of self-restraint than uncertainty about the be- 
haviour of others in helping themselves to what is common pro- 
perty. It is, indeed, a wonder that this voluntary discipline should 
have been as great as it has in fact proved and that, by and large, 
the members of the sterling area should have observed the un- 
written rules of the game with such a high degree of integrity. 
Nevertheless, this wide membership of the sterling club and the 
autonomy of most of its members in the matter of monetary policy 
and import licensing undoubtedly introduce considerable complica- 
tions into the task of repelling the attack on the gold and dollar 
reserve of the sterling area. 

At the same time, it is reassuring that the defence of that reserve 
can call to its ranks not merely the economy of the U.K. but that 
of the whole sterling area. The fact that sterling is an international 
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currency must unquestionably create greater confidence in the hope 
that the restoration of solvency of the area as a whole, and the re- 
building of the strength of sterling, will be successfully accom- 
plished. One of the factors in that restoration is the resumption of 
American purchases of such essentially sterling-area commodities 
as rubber, tin, and wool. Here is a clear illustration of the manner 
in which the rest of the sterling area is pulling its weight in turning 
the tide that has recently been flowing so disastrously against 
sterling. 

At the end of the Commonwealth Finance Ministers’ meeting 
last January a communiqué was issued which bravely defined the 
convertibility of sterling as the objective to be sought by all sterling 
area countries at the earliest possible moment. There may have 
been an element of paradox in announcing that objective at a time 
when gold was flowing out of the reserve at a rate that could 
seldom previously have been attained. But the very danger in 
which sterling stood made the declaration of convertibility neces- 
sary. It was then recognized that if sterling was to remain per- 
manently inconvertible the days of the sterling system were 
numbered. Out of the recognition of that danger and of the losses 
that would be involved, not only for Britain but for all members of 
the sterling area and indeed for the whole world, if the system were 
to disintegrate, there emerged this conviction that, come what 
might, the solvency of the sterling area, and particularly of the 
banker at the centre, must be restored and sterling must again be 
made a currency commanding the respect and confidence of the 
whole world. 

What hope is there that this objective can be reached in the fore- 
seeable future? For reasons which have already been given, and 
notably because of the rediscovery of the mechanism of credit con- 
trol, it may be hoped that Britain will in due course find herself 
able to balance her overseas payments. The cuts in imports and the 
other measures of a short-term character are expected to ensure 
equilibrium in the balance of payments by the end of this year. The 
modicum of American aid offered in connection with the Defence 
Programme, the resumption of American buying of sterling ma- 
terials, and the stimulation of the export drive from Great Britain 
should before long have the effect of building up the gold reserve 
from the low point which it has reached. A settlement of the 
iranian oil dispute would in itself provide a substantial contribu- 
tion to the rehabilitation of the sterling area’s dollar position. But 
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while it is one thing to foresee an early restoration of bare current | 
account equilibrium for the sterling area, it is quite another to | 
anticipate a rebuilding of the gold and dollar reserve to the level of | 
at least $7,000 million which would be necessary in order to make © 
the convertibility of sterling even for current transactions (dis- | 
regarding convertibility for capital operations) a safe and practi- 
cable operation. If the reserve is to be built up to this figure some 
external assistance, provided perhaps by a revived International 
Monetary Fund in Washington, will have to be forthcoming. 
Moreover, to make the prospect of convertibility permanent it will 
be necessary for the United States to adopt a far more liberal im- 
port policy than that of which it has yet shown itself capable. 
The emergence of Great Britain and of the sterling area from the 
present balance of payments crisis is essentially a task which the 
countries concerned must accomplish unaided. It can be claimed 
that a promising beginning has been made in tackling that problem. 
But the creation of international trading and financial conditions 
in which the pound sterling and other currencies outside the dollar 
bloc can again become fully convertible is a much wider objective. 
The responsibilities for attaining that goal spread well beyond the 
confines of the countries which now find themselves in difficulties. 
They extend not least to the United States, which has yet to adapt 
its import policy to its position as the world’s greatest exporting 
and creditor nation. P.B. 


Reforms in Argentina 


The Economic Consequences of ‘Social Justice’ 


AMONG General Perén’s harshest critics are those who maintain 
that all his policies are unsound, or even ruinous, and that all his 
motives are sinister. Other observers have sought to redeem him 
from utter condemnation by finding praiseworthy achievements to 
his credit and claiming that he is not so totalitarian as he is painted. 
Even if all the facts could be collected together it would still be 
difficult to form a conclusive opinion. At the most all that can be 
attempted is an examination of the main economic developments 
arising out of the application of the principles of Peronismo. 

The key-note of Peronismo is ‘Social Justice’, and the only way 
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to decide whether the policy is sound or ruinous is to consider 
whether the people of Argentina are better or worse off than before. 
[his involves a brief summary of the principal reforms introduced 
by General Perén and his colleagues, and their effects on the 
economic and social life of the country. Some of these reforms, 
excellent on paper, have had results the reverse of what they seemed 
to intend. The explanation of this apparent paradox is to be found 
in, for instance, the wrong timing of intrinsically sound reforms, or 
the disregard of related factors, or even in the suspicion that 
legislation has been enacted as a piece of fagade-building whose 
real intentions, as has been suggested in an earlier article,! differ 
vastly from its ostensible purposes. 

The reform of the Constitution in 1949 brought in a number of 
new precepts that were very different from the liberal ideas of 1853. 
In connection with private property and private enterprise in the 
economic field, the reforms amounted to giving the State the right 
to intervene in any activity and to monopolize any business ‘in the 
public interest’: in addition, both foreign trade and all public 
services were made State monopolies in principle—though it is 
true that the principle has not yet been fully applied in practice. 
The effect of these changes on the country’s business interests was 
to engender an acute feeling of insecurity, and consequently a 
reluctance to make long-term investments: some such insecurity 
and reluctance already existed as a result of the increasingly rapid 
inflation, and they have undoubtedly increased with the growth of 
State powers. 


LABOUR LEGISLATION 

General Perén claims that before he began his great work, which 
vas in 1943 as the first Secretary of Labour and Social Providence,? 
{rgentine labour was overworked and underpaid, that Argentina 
inder a Conservative Government was being exploited by the 
oligarchy’, and that it was a country of rich and poor. 

Much of this is, with reservations, true; but many of the changes 

t which General Perén takes personal credit were already be- 
ginning to occur before his arrival. His success derives mainly from 
his having had the astuteness to see which way the trends were 
moving and to place himself ahead of them, thus giving the im- 


The Argentine Facade’, in The World Today, January 1952. 
* This is one of several possible translations of the name of the Department 
called Ministerio de Trabajo y Previsidn Social. 
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pression that he alone was responsible: the effect of this was of | 
course to accelerate the movements considerably, perhaps with | 
unfortunate results. It may be argued that if the social and economic [ 
changes had been allowed to happen at their own speed and of their | 
own accord, many of the recent disruptions might have been ff 
avoided. 

Some time before the beginning of the war the movement of 
labour away from agriculture towards the cities, principally Buenos 
Aires, had already begun to create a body of urban industrial 
workers. Their standards of living were not high, for, although they 
obtained better wages, these were offset by the higher cost of living 
in the city. But the stimulus that industry received from the war 
greatly increased the demand foi workers, so that labour’s position 
grew constantly stronger. General Perén saw that the trade unions 
would become powerful, so he encouraged them and became their 
champion. This seemed to ensure their loyalty to him. He saw that 
all the social benefits that had been somewhat laboriously obtained 
by the older, larger, and better organized unions would eventually 
be claimed by the newly organized sectors of labour, so he issued 
legislation to concede benefits that the unions were then only 
beginning to demand. It did not require any technical knowledge 
to see that there were two aspects of the centripetal economic trend. 
Labour was migrating to the city, where it was beginning to form a 
cohesive and easily accessible electorate, and capital was also moving 
towards industry and commerce where prospects were better than 
in farming. Industrial workers were becoming more important, 
even numerically, than rural labourers; and industrial magnates 
were beginning to amass fortunes as great as those of the land- 
owners in the ‘bad old days’. General Perén encouraged both 
movements: labour was his main electoral support, and the mag- 
nates would be his financial support. 

When General Perén came to power a well-intentioned though 
somewhat shaky and limited social insurance organization already 
existed in several of the older activities. There were several pension 
funds, both State and private, giving retirement and disablement 
pensions and allowances for widows and orphans, and a law 
stipulated the payment of dismissal compensation to employees in 
certain circumstances. These provisions were mainly confined to 
Government employees, the clerical grades in industry, and 
permanent labour on a monthly salary, and did not apply to day 
labourers or casual hands; and they were not operative in all 
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- branches of industry and commerce. One of the largest and oldest 


of the pension funds, for instance, was that of the railway workers, 
whose union organization was of many years’ standing and therefore 


_ had had time to establish a form of social insurance, which served 
_ as a model for the newer unions. Several of the large industrial and 


commercial firms also had their private pension schemes, which 
were generally considered to be financially more stable than the 
official funds. General Perén extended the pension fund idea to 
embrace all workers, except domestic servants, and all the existing 
funds, together with new ones, were brought under the control of a 
body created for the purpose called the Instituto de Remuneraciones. 
This centralization may have had certain advantages, and its more 
rational organization certainly had beneficial effects in reforming 
some of the funds that were in financial difficulties, such as the 
railway fund which was more or less chronically insolvent, partly 
through mismanagement of its investments, and partly because of 
inadequate actuarial study on terms and conditions of retirement. 

A criticism made at the time of these reforms pointed to the fact 
that the relationships between contributions, pension allowances, 
and 1etiring ages were faulty: that the early retiring age of fifty-five 
—in some funds it was fifty—in conjunction with fairly generous 
pensions and not unduly onerous contributions was bound to 
result in financial difficulties; but as the Instituto gained experience 
these points became apparent and certain modifications were 
introduced. The evident need to encourage skilled workers to 
continue working after the age of fifty-five may prompt further 


' modifications. 


The dismissals law was modified to include a greater number of 
working people, and the amount of the compensation payable was 
increased from half a month’s to a full month’s pay for each year of 
service. In a time of full employment, and even of labour shortage, 
such as has prevailed in Argentina for some years, this ruling en- 
couraged what came to be known as the ‘dismissal industry’: that 
is to say, a worker or employee who obtained an offer of better 
employment would not resign from his old job—which would mean 
foregoing compensation—but would engineer his own dismissal. 

Another innovation, for which General Per6én was much praised 
by his supporters, was the introduction of the annual bonus. It 


_ had long been a practice among the more prosperous concerns to 


* The rate of contributions from employer and employee have recently been 
increased from a total of 19 per cent of wages to 25 per cent. 
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pay their staff a bonus at the end of the year; perhaps a month’s | 
salary, or even more. General Perén made the payment of an extra | 
month’s salary universally compulsory, regardless of the employer's 


capacity to pay; and shop assistants now receive a second bonus at |} 


the half-year. The principles of paid sick leave and paid annual 
vacations were also extended to many classes of workers where they 
had not previously been in force. 

Apart from a certain amount of capital lent or given by the 
Government to the Instituto de Remuneraciones, none of these 
reforms really cost the Treasury much?: the main incidence fell 
on employers, whose wages bills were increased by some 60 per 
cent or more. These policies, though carefully planned politically, 
were designed with insufficient attention to the problems of 
productivity and inflation. The greater part of Argentina’s in- 
dustrial growth, during and since the war, has taken place without 
very extensive purchases of modern machinery, and has been 
based more on an increase in the labour force than on improved 
methods and techniques. The output per man-hour has therefore 
been mechanically limited :* the ‘labour content’ of prices was, and 
is, high in relation to capital amortization costs, and every wage 
increase or social benefit charge consequently affects prices more 
closely than in countries where industry is better equipped. It 
therefore stands to reason that a high standard of living, or real 
wages that are reasonably high in relation to prices, would depend 
either on a greatly increased volume of capital investment or on an 
unusually high standard of labour. Neither of these conditions has 
been present in Argentina: ‘social justice’ has increased wages, and 
labour costs, without being able to place an effective check on 
prices—as it clearly could not do without excessively costly sub- 
sidies—and it has given labour an unprecedented amount of power 
without much discretion in the use of it. 

It would almost seem that labour, having listened often enough 
to the General’s exhortations for increased production, and under- 
standing enough of the economics of the situation to realize that a 
low productive level places the Government in an increasingly 
awkward position, is using low output as a weapon against the 
authorities when relations become strained. General Perén has 
always expressed himself as being strongly in favour of trade 


1 By comparison, that is, with other items of expenditure. See Table I, p. 156 

2 It was estimated in 1949 that the average installed power per worker wa: 
about two horse power in Argentina, compared with six or eight horse power in 
North America. 
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unionism,* and he has given the unions every encouragement: but 
his ideas on their status may prove increasingly unpopular. When 
the unions were strengthened and organized under the Confederacién 
General del Trabajo—the officials of which were reliable Peronistas 
—their status was regulated by legislation under which the Govern- 
ment gives them ‘protection’ and facilities. This appears to be a 
nicely constructed piece of the fagade: what the Government 
actually does is to concede, or withhold, or withdraw its official 
recognition of a union, embodied in the concept personeria gremial* 
or ‘union personality’. The possession of this official recognition is 
essential for a union to be able to exist and conduct its affairs. It 
has happened more than once that a union, pressing for wage in- 
creases or other concessions, and meeting with resistance and failing 
to obtain the support of the Ministry of Labour, declares a strike. 
If the Ministry does not support the claims, and disapproves of the 
strike, it may declare it to be illegal: if the strike continues, the 
Ministry counters by withdrawing the union’s personeria gremiul, 
and the strike then assumes the status of sabotage or subversive 
action by a number of individual citizens, to be dealt with accord- 
ingly. In a strike of railway workers a year or so ago, which reached 
this stage, General Perén’s solution of the impasse was to call the 
men to the colours and place them under military discipline: they 
continued their work under military orders. A refusal would pre- 
sumably have amounted to mutiny. 

It is ironical, and a trifle ominous, that the State—which now 
owns the railways, has munitions factories, and can intervene in 
any activity—is finding itself more frequently in the role of em- 
ployer in labour disputes. The encouragement given to strikers 
in the early days is beginning to have embarrassing results for the 
Sorcerer’s Apprentice: not only is tension increasing between the 
workers and the Government, but the fact that strikes occur with 
increasing frequency, as the Ministry of Labour makes some 
attempt to check the rapid increase in wages, further reduces 
productivity by the loss of man-hours involved. 


‘He has expounded a theory, called the ‘Syndicalist State’, of a more or less 
corporativist nature, under which he foresees that congressional representation 

ill be by trades and occupations in addition to representation by electoral 

stricts. The Constitution of the new Province of Presidente Perén (formerly 
Territory of El Chaco) foreshadows this development. 

* An extension of the concept of personerta juridica, or ‘legal personality’, 
generally possessed by companies and institutions, usually distinguished from 
personerta fisica—‘physical personality’, or individual existence, which all 
citizens possess automatically. 
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The economics of the situation are easily analysed, though the 
cure is by no means easily applied. 

The principal ingredient in Argentina’s inflation is now the 
conjunction of low productivity and high wages: goods are in short 
supply, and unit production costs are high, with the natural con- 
sequence that prices rise, both through costs and from the pressure 
of demand, The large volume of purchasing power resulting from 
high wages thus forces the cost of living upwards and makes further 
wage demands necessary. Inflation is likely to continue until some 
means can be found of increasing the level of productivity so as to 
reduce unit costs and improve the supply of goods. Extensive 
mechanization and re-equipment would of course help, but there 
are many obstacles to overcome before any significant improvement 
can be expected in that direction: meanwhile there is little doubt 
that the labour force could improve its own productivity with the 
existing equipment. 

These matters give rise to a question of some importance: how 
has the Argentine industrial labour force become collectively 
vitiated? As an individual, the ordinary Argentine working man is 
industrious, skilled, and honest; and the craftsman or mechanic is 
equal to any in the world, and better than many in ingenuity and 
inventiveness. Pride of workmanship and devotion to a job were in 
the past to be found anywhere in the country, and the quality of 
Argentine manufactures used to be excellent. The present irrespons- 
ible attitude, which extends into the clerical classes as well, is not 
natural: its growth corresponds roughly with the rule of Peronismo, 
but the suggestion that General Perén has brought it about by 
conferring social benefits and by encouraging labour to use its 
power is not an adequate explanation. It seems more likely that, in 
the first place, the union leaders and officials may not be ideal men 
for their positions: they are bound to be loyal or ardent Peronistas, 
which amounts to suggesting that they may be turbulent and 
ambitious types; and it is probable that the more sober and re- 
sponsible men prefer not to be associated with Peronismo. In the 
second place, in addition to the moderate increase in real wages,’ 

1 From 1939 to May 1951, the purchasing power of the Argentine peso was 
estimated to have lost 77-4 per cent of its value. (International Monetary Fund, 
International Financial Statistics, 1951). 

* The increase in nominal wages is enormous, but it is largely offset by 
inflation: ‘real wages’ are calculated by relating nominal wages to the cost of 
living, and the increase, which had reached 37 per cent between 1943 and 1948, 


has now disappeared through rising prices, and in August 1951 real wages were 
back at the 1943 level. They may now be lower. 
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there has been a substantial increase in family incomes through the 
unprecedented employment of women. It is a commonly observed 
fact, by no means confined to Latin America, that an increase in the 
rate of income does not always result in a proportionate increase in 
consumption or in savings, but in more leisure, or lower output. 

Thirdly, and this is possibly the most influential factor, inflation 
and Government intervention have promoted an almost universal 
feeling of insecurity, both financial and social. Inflation discourages 
saving and thrift by reducing the purchasing power of nominal 
sums saved: rising prices tend to promote immediate expenditure, 
in anticipation of further rises; and labour’s strong position has 
engendered the knowledge that wage increases can be obtained 
fairly easily. There is, in short, a lack of stability which itself 
promotes further inflation and continued insecurity. 

The feeling of insecurity also affects employers, especially in the 
smaller concerns: against rising production costs and a permanent 
doubt as to whether the burden can be passed on to the consumer, 
there is the constant fear of a strike, of new and more onerous wage 
demands. ‘The smaller employers tend therefore to accede to, or 
even to anticipate, their workers’ less important demands, as to 
working hours and holidays for example, and to ignore absenteeism, 
rather than arouse any sort of dispute. It is hardly worth while, 
in short, trying to exercise any sort of discipline. The less responsible 
labour element naturally takes advantage of this situation, and the 
good workers tend to become embittered at a state of affairs in 
which devotion to their jobs counts for nothing. 

Peronismo has accelerated the social and economic changes to 
such an extent that the old order—which, whatever its faults, had 
some stability—has been eliminated before anything could be 
found to take its place. The doctrine of Peronismo is coherent 
enough on paper, but it is meaningless in the inflationary circum- 
stances which it has itself accentuated. The working people are not 
fools—La Prensa used to be widely read among them—and they 
see through the facade in many places. Unhappily they see nothing 
to take its place, and it is only natural that, in times of such in- 
security, they should get what they can out of the situation. 


PUBLIC FINANCE AND ECONOMIC CONTROLS 


The most striking feature of the financial and economic policies 
followed by General Perén’s Government is, on one hand, the 
vigorous promotion of inflation by the Ministry of the Exchequer, 














156 REFORMS IN ARGENTINA 


and on the other hand the most elaborate campaigns against it | 


conducted by other departments. The inflationary policy followed 
in the national Budgets, for instance, is real and effective, whereas 
the campaigns have been directed chiefly at the symptoms of 
inflation and not at the causes. As well as being a piece of facade- 
building, these campaigns have attempted to check profiteering and, 
as it were, to reserve the promotion of inflation for official action. 


TABLE I 
ARGENTINE NATIONAL EXPENDITURE! 
(in millions of Argentine paper pesos) 
1946 1947 1948 1949 1950 1951-2 
Administration, financed 
by general revenue 2,123°7 2,735°1 3,740°1 4,477°O 5,102°3 4,844°0 
Investments, etc. fin- 
anced by borrowing 955°9 1,267°2 2.954°2 2,728°0 2,739°7 1,059°6 
Public Works 408°6 507°6 571°4 589°5 485: 
National Defence 487°3 489°4 983:1 705°7 611°6 
Grants and Con- 


_ 


tributions 6070 217°0 146°5 164°9 77°1 
Five Year Plan 
1947-51 ee 53°2 1,253°2 1,267°9 1,565°9 
Special Accounts 113°6 185'2 288°6 577°5 893°7 1,987°9 
Autonomous Depart- 
ments? n.a. n.a. M.a. 4,030°O 5,022°7 5,987°9 


The basis of the financial policy has been lavish expenditure on 
public works, ‘defence’ (meaning armaments and the armed forces), 
and other items, some economically productive and others not so. 
This expenditure has been financed by taxation and by borrowing— 
that is, the issue of securities. This has resulted in increasingly 
heavy taxation, which even appears to threaten the financial 
stability of the productive economy, and in a mounting national 
debt to be shouldered by future generations. 

The Peronista Government has been pursuing two policies 
simultaneously with regard to private enterprise and its profits. The 
rigid control of agricultural prices, enforced with the object of 
preventing increases in the cost of living for urban workers, has 
made it virtually impossible for the farmers to make profits, and 
has further impoverished an already far from prosperous sector of 
the economy. At the same time, industrial profits, which were not 


1 1946 to 1950: accounts published by the Ministry of the Exchequer. 1951-2: 
bi-annual budget submitted to Congress: results for 1951 not yet available. 

2 1946-8 figures not available. The ‘Autonomous Departments’ raise their 
own revenue and control their own expenditure independently. Chief among 
them is the Instituto Argentino para la Promocidn del Intercambio which at the end 
of 1950 was indebted to the official banks to the extent of 8,369 million pesos. 
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subjected to such restrictions, have been heavily taxed to provide 
the State’s revenue. The effects are somewhat similar, though, for a 
variety of reasons, the position in agriculture is worse—being 
related to the fact that farming has not had a real run of prosperity 
since 1929, whereas industry was making substantial profits until 
about 1945. Another difference is that in all sectors of industry not 
producing essential consumer goods there is greater elasticity in 
prices. 

The impoverishment of agriculture through controlled prices 
that have often been lower than production costs, or at best only 
slightly higher, has resulted in a severe falling off of production, 
which has coincided with a considerable increase in domestic con- 
sumption, both from the increase in the urban labour force and 
from higher wages. Not only has Argentina found it increasingly 
difficult to fulfil a number of export commitments, but there have 
been food shortages in the city of Buenos Aires and its suburbs. 
The existence of ceiling retail prices has favoured a black market: 
commodities cease to be obtainable at the official price, but may 
sometimes be had ‘under the counter’ at three times the price. 

It is of interest to consider the three basic foods, bread, milk, 
and meat. The repressive policy on grain farming reduced the 
areas sown to such an extent that recent wheat harvests, with none 
too favourable weather, have come down to some 5 million tons, 
as compared with a pre-war normal, for a good year, of 10 million 
tons. Home requirements for food and seed have increased from 24 
to 34 million tons. The last harvest, despite a slight expansion of 
the area, was ruined by the 1951-2 drought and has been estimated 
at only 24 million tons, which is insufficient for domestic needs. 
Not only has Argentina ceased momentarily to export wheat, but 
there may be bread shortages. Dairy farming has gone the same 
way: price control and exiguous profits have resulted in a severe 
decline in both the quantity and quality of dairy cattle, and milk 
and butter are in short supply, also accentuated by the two 
droughts. The beef cattle population increased as many farmers 
turned from arable to pastoral farming, and the number of cattle 
slaughtered annually rose by 32 per cent from 1937 to 1950: but 
this was only because stock-raising was less unprofitable than 
grain farming, not because it was really prosperous, and the increase 
in production was at only a little over half the rate of growth of 
domestic consumption, which rose by 60 per cent in the same 
period. The two droughts have reduced stocks so severely that 
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General Perén has had to decree two meatless days a week: on 
one day no cattle are to be slaughtered, to avoid excessive depletion 
of the stocks; and on the other the total slaughtered is to be ex- 
ported. This should provide perhaps one million head for export, 
and may reduce domestic consumption by two million head (see 
Table II.) 

The severe reduction of the number of animals entering the 
packing plants for export has greatly increased unit processing 
costs: the companies are bound by an agreement with labour not 
to dismiss men or reduce wages, even though there is less turnover. 
For some three years the Government has had to finance heavy 
operating deficits in the plants, and a recent utterance of General 
Perén’s on the price that will be demanded of Britain in the future 
relates to this fact. 


TABLE IT 
CATTLE STOCKS AND SLAUGHTERING 


Cattle Population 
1947 Census 41 million head 
November 1950 official estimate 45 - ™ 
1950, U.S. Dept. of Agriculture estimate 43 x é 
1951 private estimate’ 30-35, pa 


CATTLE SLAUGHTERING IN REGISTERED ESTABLISHMENTS 


For Export For Local Consumption Total 

Year Thousand Head % Thousand Head % Thousand Head 
1937 2,418°4 33°8 4,742°5 66°2 7,160°9 
1940 2,120°9 30°4 4,862-8 69-2 6,983 °7 
1946 1,699°9 23°7 5,486°4 76°3 7,816°3 
1948 1,755°1 20°4 6,841°7 79°6 8,596°8 
1950 1,807°2 19°2 7,589°3 80-8 9,396°5 
1951 (est.) 1,000-0 12°5 7,000°0 87°5 8,000°0 
1952 1,000-°0 15°2 5,600-0 84°8 6,600°0 
(probable) 


It is commonly calculated that 24 per cent of cattle stocks is available 
for slaughter annually. A year’s total of 10,000 head slaughtered pre- 
supposes stocks of 45 million head. On the basis of stocks of 30 million 
head, slaughterings for a year can hardly exceed 7,200 head—insufficient 
for local consumption—without seriously depleting stocks. The esti- 
mate of stocks for 1951 is based on a calculation that some g million head 
perished in the drought of 1950—1 and that poor pastures caused breeders 
to send in animals for slaughter that they might otherwise have retained. 
The recent ¢ ‘ought of 1951-2 may have reduced stocks still further, 
perhaps to less than 30 million head. 


Other food subsidies, chiefly for the domestic market, have been 


1 Quoted in Review of the River Plate. 
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in force at various times, and have been extremely costly to the 
Treasury as increases in production costs forced the authorities 
reluctantly to allow higher prices for the producers. Latterly the 
tendency has been to reduce the subsidies and to allow slight but 
usually inadequate increases in retail prices. 

Simultaneously with the policy of controlled prices for essentials 
the Peronista Government has pursued every possible means of 
increasing its revenue. Activities that are not concerned with con- 
trolled goods are subject to an excess profits tax, levied on profits 
in relation to working capital: the taxation authorities ignore the 
disparity between the purchasing power of the peso of the moment 
and that of the peso in which the capital was originally formed, 
which, as explained in an earlier article, results in capital erosion; 
and an incidental profits tax, or capital gains tax, levied on the 
difference between the purchase price and the sale price of assets— 
real estate, securities, machinery, and so forth—falls heavily on a 
profit margin which is often no more than a compensation against 
inflation, and is applied mathematically, regardless of when the 
purchase was first made. 

These two taxes, which are additional to income tax and other 
levies, are not only sapping the country’s capital resources but they 
are also depriving industry of the necessary security and incentive 
for solid expansion. Their effect is inflationary in that, wherever 
possible, prices are increased higher than would be necessary if the 
taxes did not exist; their restrictive effects on industry retard the 
introduction of better machinery and methods and perpetuate 
uneconomical systems; the uses to which their revenue is put 
increase the demand for labour and materials and release still more 
purchasing power into the economy through wages and purchases. 

It is impossible to state exactly what proportion of the Govern- 
ment’s expenditure over recent years has been truly productive, 
and to what extent productive expenditure has been wisely and 
economically made. A study of the national Budget figures or 
general expenditure accounts, such as are usually published,’ is 
not very revealing. There is a distinction between ‘national de- 
fence’ and ‘public works’ or ‘Five Year Plan’, but the two latter 
items include such projects as the gigantic and quite useless 
Ezeiza airport; dams for irrigation and hydro-electric generators 
that have got no further than the dam; or the famous ‘gasoduct’ to 
pipe natural petroleum gas from the oil-wells of Comodoro 


‘See Table I, p. 156. 
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Rivadavia to Buenos Aires, constructed over some 1,500 km. 
at enormous cost, whose usefulness has still to be proved. 


CONCLUSION wi) 


The soundly productive schemes amount, economically, to an 
enforced canalization of some of the country’s investing capacity, 
and, although the effect may be temporarily inflationary, the ulti- 
mate purpose justifies the expenditure: the unproductive schemes 
are simply a wastage of the country’s capital resources. The policies 
of cheap foods similarly amount to a depletion of agricultural 
capital: as every farmer knows, profits have to be ploughed back 
into the land in one way or another, and the main capital invest- 
ment of agriculture is fertility. When profits are cut to too low a 
level fertility will eventually decline. It is therefore arguable, as a 
general thesis, that for some years, certainly since 1947, Argentina 
has been living on its capital. Inflation, and low productivity with 
high consumption, has depleted the capital resources of the land and 
industry: the loss of much of the country’s former exporting capa- 
city, and so of its foreign purchasing power, is a symptom of this. 

The position is further complicated by the fact that a recovery 
of the capacity to export depends to some extent on imports—of 
agricultural equipment, pedigree livestock, fertilizers, and so 
forth—as well as on a system of prices that will give farmers some 
profits to ‘plough back’. But if imports are unobtainable the initial 
steps would have to be in policy reforms. 

The problem for the future is how to restore the country’s 
productive capacity, which involves the restitution of the capital 
that has been drained away. New capital is required in huge 
quantities, and it can only be found at home by means of policies 
that would encourage saving and hard work: this in turn means 
checking inflation. In other words, recovery depends principally 
on a general reversal of many of the Peronista policies and some of 
the reforms.’ The rural exodus would have to be checked and in- 

1A few months ago General Perédn announced that grain growers would 
receive a proportion of the profits on grain exports, in recognition of their 
contribution towards the achievement of ‘economic independence’ and to 
encourage production. Although this has given some stimulus to grain sowings 
in the 1951-2 agricultural year, the shrinkage over recent years has been so 
great that recovery is bound to be slow. Moreover the farmers are so accustomed 
to empty promises that only a real improvement in prices, and money in their 
pockets, will encourage them—and enable them—to expand their production. 
Since there is no likelihood of abundant harvests in 1951-2 it is hard to see 
how export profits can be very substantial at current international prices; and 


although General Perén’s promise may signify a slight change of policy, its 
effect, if fulfilled, can hardly be impressive—a fact of which he must be aware. 
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tensive land settlement schemes devised ; food prices would have to 
find their economic level; industrial expansion might have to be 
temporarily discouraged, and even some expurgation of unneces- 
sary industries might have to be undertaken, whatever the im- 
mediate consequences; and the attitude of the labour force would 
have to be reformed—which should in theory be possible without 
the loss of the positive advances made in social benefits. 

The transition would require a great deal of wisdom and courage, 
but there is no lack of intelligent men capable of achieving it, 
though they may not perhaps be found in the Peronista Party. That 
it is possible of achievement there can be little doubt, since 
Argentina is potentially one of the richest agricultural countries in 
the world, and her vast resources could in time be mobilized again. 
A few years of rain and really wise policies would result in im- 
pressive changes: in the absence of rain the policies would have to 
be even wiser. Very careful attention would also have to be given to 
budgeting and official expenditure: the direction and purposes of 
taxation would have to be modified, and Government investments 
might have to be more concentrated on agricultural improvements 
than they are at present. 

The doctrine of ‘economic independence’ in conjunction with the 
lack of rain has given rise to a situation that is more disastrous than 
could have been foreseen even three years ago. There is clearly no 
need for Argentina to revert to a purely agricultural economy: the 
achievements of industry have been remarkable and of real value, 
but the restoration of trans-Atlantic trade is essential if industry is 
to expand and improve, and Argentina’s trade depends on agri- 
culture, as does her industry for many of its raw materials. 

General Perén is faced with the need to choose between a reversal 
of his policies and the exercise of an ever tighter grip on the 
economic and political affairs of the country. So far his changes of 
policy seem to have been somewhat half-hearted, while there is no 
indication that the grip is relaxing. 

The question that has exercised many minds for some time is how 
long Peronismo will last. The General has claimed that it will out- 
live him, but that was said some years ago before the economic 
disruptions began to make holes in the fagade. Peronismo seems 
less attractive to the working people when there are food shortages 
in what used to be the best-fed city in the world. ‘The answer must 
depend on the rainfall. A few good years would keep things going 


more or less as they are, with perhaps some improvements if 
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General Perén’s promises to the farmers were adequately fulfilled. | 
Another year’s drought might be disastrous, not only for the} 


economy, but also for the regime. To say that everything depends 
on the amount of rain that falls between now and the end of the year 


would be an exaggeration, but in the last analysis that is almost | 


what the position amounts to. 


D. H. 


Greece, Turkey, and N.A.T.O. 


ALMosT exactly five years after the adoption of the “Truman 
Doctrine’ providing for aid to Greece and Turkey, these two coun- 
tries have become fully fledged members of the North Atlantic 
Treaty Organization. Between them they possess the two largest 


land armies of N.A.T.O. in Europe—more than thirty divisions of FF 
well trained soldiers schooled in the use of modern equipment by 


British and American advisers. 

Greece and Turkey were two of the first victims of the so-called 
‘cold war’. The Soviet war of nerves against Turkey started early 
in 1946, while Communist guerrillas in Greece threatened the very 


existence of that harassed country. It was natural that these two 
exposed countries should be attracted by the new security system FF 


of N.A.T.O. Turkey was already linked with Britain and France 
through the mutual defence treaties of 1939, but she not unnatural- 
ly wished for a guarantee of immediate American assistance in case 
of attack. The two Mediterranean countries first formally applied 
for membership of N.A.T.O. in April 1950, but at that time they 
were supported only by Italy. In September of the same year they 
were invited by the North Atlantic Council, at its meeting in 
New York, to become ‘associated with the appropriate phase of 
planning work of N.A.T.O. with regard to the defence of the 


Mediterranean’. Turkey, in particular, was unable to understand § 


why full membership had been refused; she was alarmed by what 
appeared to be a lack of appreciation, on the part of the United 
States, of the importance of the Middle East, and General Brad- 


ley’s reference to Turkey, in a newspaper article, as one area where fF 


the United States should not allow herself to be involved in a 
‘local’ war, did nothing to allay her fears. 
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At the beginning of 1951 the Turkish Ambassador in Washing- 
ton proposed that the United States should join the Turkish- 
British-French defence alliance of 1939. The United States re- 


_ jected this proposal as having a too limited application. It took no 


account of Greece and, furthermore, under the terms of the 1939 
treaties Turkey was explicitly excluded from taking part in a war 
against the Soviet Union. United States policy had by this time 
shifted in favour of the admission of Greece and Turkey to 
N.A.T.O., but the State Department was reluctant to press the 
issue in face of the objections of other members of the Treaty. 
Reports of the increased arming of the Balkan satellites, and the 
intensification of the Cominform threats against Yugoslavia, 
brought home the need to protect the southern flank of General 
Eisenhower’s command. Mr Venizelos, in a press interview,’ 
warned the West of the dangerous situation existing in the Balkans 
and called for a military alliance between Greece, Turkey, and 
Yugoslavia to be linked with General Eisenhower’s command. The 
United States air experts were strongly in favour of the admis- 
sion of Turkey, since she refused to consider leasing air bases 
on her territory unless she were admitted to the Treaty organi- 
zation. It was argued that, in the event of a Soviet attack on 
Western Europe, if Turkey were a member of the Atlantic alliance 
United States bombers could attack the Trans-Caucasian oil fields, 
the industries of the Urals, and Russian supply lines from Turkish 
bases. A purely Mediterranean agreement, on the other hand, would 
give no guarantee that Turkish air bases could be used against 
tussia in the event of an attack on Western Europe. 

By May 1951, after a series of meetings concerned with the 
security of the Middle East and Mediterranean, including visits to 
Turkey by Admiral Carney and Mr Finletter, U.S. Secretary for 
Air, the United States formally proposed to the other members of 
N.A.T.O. that Greece and Turkey should be admitted to full mem- 
bership. Many objections were raised. The Scandinavian and Bene- 
lux countries feared that the extension of the Treaty might drag 
them into a war in the Mediterranean, an area in which they had 
little interest. Treaty members objected that the addition of two 
more countries to the Organization might reduce their own supplies 
of arms and equipment from the United States, although both 
Greece and Turkey were already receiving considerable American 
military and economic aid. A more serious objection was that the 


1 Daily Mail, 19 February, 1951. 
C 
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North Atlantic alliance was meant to be more than merely a mili- [7 


tary alliance. It was hoped that it would form the nucleus of a future [7 in 


North Atlantic Community. Greece and Turkey, it was argued, 
did not, either by culture or by tradition, fall naturally within the 
framework of such an Atlantic Community. The United States | 
pointed out that both countries were already members of the [/ 
Council of Europe and of the Organization for European Economic f 
Co-operation. There nevertheless remained a real fear that the F 
extension of the alliance might rob it of its defensive character. | 


BRITAIN AND MIDDLE EAST DEFENCE 

Until late in July 1951 Great Britain remained one of the 
principal opponents to the admission of Greece and Turkey tof” 
N.A.T.O. This opposition arose mainly from her different con-F7 
ception of how the defence of the Middle East should be organized. J) 
The main preoccupation of the United States had been with the Fy 
securing of the southern flank of the S.H.A.P.E. command andf7 
with the establishment of strategic air bases in Turkey. Great¥y 
Britain, on the other hand, wanted a separate Middle East security : 
organization based on the British Middle East Command which 
would take into account Commonwealth contributions and the 
Arab countries, particularly Egypt. She felt that there was a dange: F 
in extending the S.H.A.P.E. command as far as the Caucasus, deep Fy 
into continental Asia, and she would have preferred to link strategic 
planning for Greece and Turkey more directly to the Middle East 
than to Western Europe. Moreover the controversy over the Atlan- 
tic command had made her sensitive to the placing of British] 
Mediterranean forces under an American Commander. 

Field-Marshal Montgomery was believed to favour the establish. 
ment of two new commands which would be directly responsibk 
to the N.A.T.O. Standing Group in Washington but separate from 





General Eisenhower’s command and, within their respective areas, By W 


equal to it in authority. The first of these proposals was for 
Middle East treaty organization which would include Turkey, 
Greece, and Middle Eastern States such as, presumably, Egypt. 
Syria, Jordan, Iraq, and perhaps eventually Pakistan and Israel 


The main objection to this project was that it would inevitably wi 


encounter serious political difficulties arising out of the strained 


relations between Israel and the Arab States and from the dispute ¢! 


with Egypt and Persia. The second proposal was for an indepen: 
dent command for the Mediterranean, to include air and navi 
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forces but not ground troops. An Admiral would be Commander- 
in-Chief of the Mediterranean and would be directly responsible to 
the Standing Group in Washington. 

Typical of a good deal of British thinking on this subject was an 
alternative plan put forward by a leading British military corres- 
pondent, Lieut.~-General H. G. Martin.’ He argued that Greece’s 
military interests lay in the Adriatic, Ionian, and Aegean seas, and 
that Greece—with Yugoslavia, should she wish to co-operate with 
N.A.T.O.—would fall naturally into General Eisenhower’s Euro- 
pean command, which already extended to the Mediterranean and 
the north-west frontiers of Yugoslavia. Turkey, on the other hand, 
occupying a key position at the junction of Europe and Asia, should 
take a leading part in the defence of the Western world, both by 
lending new strength to the southern flank of General Eisenhower’s 
command and by playing a predominant role in the defence of the 
Middle East. ‘Turkey, General Martin pointed out, is concerned 
mainly with the defence of her eastern and southern frontier on the 
confines of the Anatolian plateau. General Eisenhower’s main con- 
cern is with the defence of the Elbe and the Rhine, and it would 
therefore be a mistake to include Turkey within the S.H.A.P.E. 
command. General Martin urged the creation of a separate Middle 
East command comprising the United States, Great Britain, 
France, Turkey, South Africa, Australia, and New Zealand as 
founder members. Egypt, Libya, and other States in the Middle 
East would be eligible for inclusion by invitation. The headquarters 
and advanced base of the command should be in the Canal Zone. 
Turkey should receive the assurance that she would not be asked 
to send troops abroad if this meant jeopardizing her own security. 
The Middle East command should receive its directives from the 
Washington Standing Group, which would have co-opted a 
Turkish member for this purpose, and it should be in close liaison 
with S.H.A.P.E. and with naval commands in the Mediterranean, 
the Red Sea, and the Indian Ocean. Finally, the command would 
constitute an agency through which military aid would be chan- 
nelled to the States of the Middle East. 

There are many obstacles to the British attitude in favour of a 
wider conception of Middle East defence, the chief of them being 
the unsettled political situation prevailing in that area. An organiza- 
tion which included Great Britain, Egypt, the Arab States, and 
Israel could not possibly come into existence until the issues which 

* See Daily Telegraph, 6 September, 1951. 
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divide these countries had been settled. Unfortunately there are as} 
yet no signs of any such settlement. 
Turkey has also made it clear that she resents the emphasis 
placed on the Mediterranean aspect of her contribution to general 
security, and has insisted on being represented in the S.H.A.P.E. 
command before any decisions are taken about her position in a 
Middle East organization. Both Greece and Turkey would prefer 
their troops to be placed under an American rather than a British 
Commander. Italy and France, whose relations with Britain in the 
Mediterranean have not always been of the most cordial, would 
support an American rather than a Briton as Mediterranean 
Commander-in-Chief. 


GREECE AND TURKEY JOIN N.A.T.O. 


The deterioration of the political situation in the Middle East 
during the early summer of 1951, and, in particular, the alarm 
caused by the Persian crisis brought about a weakening of British 
objections to the extension of the North Atlantic Treaty. In July 
Mr Morrison announced his country’s support for the two coun- 
tries’ application for membership, while making it clear that Britain 
was still interested in a Middle East security arrangement to be 
built around Turkey. The British Government had proposed that 
if Greece and Turkey were admitted to N.A.T.O. a Middle East 
Defence Council comprising Greece, Turkey, Britain, and France 
should be formed as a supplementary measure. This brought a 
prompt statement from the Turkish Foreign Minister, Mr Koprii- 
lii, to the effect that Turkey would be glad to enter into plans for 
the defence of the Middle East, but only after she had become a 
full member of N.A.T.O. Turkey was not willing to pledge full 
support for Middle East defence plans simply in return for admis- 
sion. Egypt’s subsequent refusal to join a Middle East defence 
organization, announced only just after her denunciation of the 
Anglo-Egyptian Treaty of 1936, further increased tension in the 
Mediterranean and abolished all hope of solving the Anglo- 
Egyptian dispute through a wider Middle East security arrange- 
ment. 

The Atlantic Council, at its Ottawa Meeting in September, 
unanimously recommended that Greece and Turkey should be 
admitted into the organization, though it was clear that Denmark 
and Norway had only agreed reluctantly. Immediately afterwards 
General Bradley, Field-Marshal Slim, and General Lechéres 
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visited Athens and Ankara for consultations. Although the ad- 
mission of the two new members had yet to be ratified by the 
Parliaments of the Treaty States, discussions were already taking 
place on how Greece and Turkey were to be integrated into the 
Atlantic alliance. Turkey repeatedly made it clear that she would 
consider relegation to a separate Middle East command as ‘dis- 
crimination’, and even hinted that in such a case she would have to 
reconsider her membership of N.A.T.O. 

At the beginning of 1952, prior to the Lisbon meeting of the 
Atlantic Council, the problem of the Mediterranean command had 
still not been solved, mainly because of Anglo-American disagree- 
ment. Three basic plans for the inclusion of Greece and Turkey 
were under discussion. These were: 

(i) that Greece and Turkey should be included in N.A.T.O. in 
a separate new command which might be known as the 
‘Balkan Command’ ; 

(ii) that both countries should be placed under Admiral 
Carney’s S. Europe command, subordinate to S.H.A.P.E.; 

(iii) that a Middle East Command should be formed which 

would include not only forces of the United States and of 
the British Dominions but also those of any Middle 
Eastern States willing to join. 

The British Government was believed to favour an Aegean com- 
mand embracing ‘Turkey, Greece, and the Eastern Mediterranean 
waters which would be headed by a British officer linked to the 
British Middle East Commander-in-Chief but subordinate to 
General Eisenhower. Greece and Turkey, however, were united in 
wishing to come directly under General Eisenhower and in reject- 
ing a British Commander for their troops. 

The Military Committee of the Standing Group, meeting in 
Lisbon in February of this year, finally approved a compromise 
solution put forward by the French. The Greek and Turkish 
ground forces were to be placed under the command of Admiral 
Carney (Southern Europe), while their naval forces were to await 
the formation of a Middle East Command structure. It is evident 
that when a Middle East Command is created there will have to be 
some revision of ‘Turkey’s position. 


TOWARDS A BALKAN ENTENTE? 


So far this article has only touched upon the main ditficulties 
raised by the inclusion of Greece and Turkey in N.A.T.O. No 
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attempt has been made to deal with the wider problems of defence 
in the Middle East and the Balkans. Yet some mention must 
be made of the strategic position occupied by Yugoslavia. Tito’s 
defensive plans in case of attack are of vital importance to Italy and 
Greece, and indeed to the whole of Western Europe. If, in the 
south, he withdrew westwards towards Bosnia and Montenegro he 
would expose to invasion Greece’s most vulnerable gateway—the 
Varda river valley to Salonica and the Monastir Gap into north and 
central Greece. If attacked from Hungary or Austria it is reasonable 
to suppose that Yugoslav troops would withdraw to the mountains, 
abandoning the key city of Ljubljana, in Slovenia, which guards the 
passage to Trieste and to all the valley of the Po. 

The situation plainly depends to a considerable extent on the 
relations between the Mediterranean States themselves. For in- 
stance, any hostile power in Bulgaria menaces both Turkey and 
Greece in Thrace, and the natural counter to any threat from 
Bulgarian soil is an alliance between Yugoslavia and Greece, while 
the menace of Albania in the rear would be greatly reduced 
through a Yugoslav-Italian rapprochement. Greece’s relations 
with Yugoslavia have improved considerably since Yugoslavia’s 
expulsion from the Cominform. The two countries have resumed 
normal diplomatic relations and in March 1951 exchanged mili- 
tary attachés. The return of some of the kidnapped Greek children 
from Yugoslavia has done much to improve the situation. Greece’s 
relations with Turkey, in spite of some mutual recrimination over 
Cyprus, are cordial, while Italy has since the war pursued a 
friendly policy towards both countries. 

A factor of importance in the prospects of a new Balkan entente 
is clearly the need to find a solution for the problem of Trieste 
which at present embitters Yugoslav-Italian relations. It would be 
difficult to work out a strategic plan for the defence of the Aegean 
and Adriatic without a full knowledge of Yugoslavia’s resources 
and defence plans. Tito’s relations with the West have improved 
considerably since his break with the Cominform, yet there is no 
evidence that he wishes to join the Atlantic alliance even if the 
political situation in his country permitted him to do so. Yugo- 
slavia has already received substantial economic and military help 
from the West, and during the past year several frank discussions 
have provided the opportunity for the exchange of information. 
Yugoslavia’s adherence to the Atlantic Treaty, unlikely as it may 
be, would not necessarily be an advantage to the West. Tito’s 
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position as an independent Communist leader, free from both 
Western and Eastern ties, is a most disturbing example for the 
satellite countries, and it is in the West’s interests to help the 
Yugoslavs to preserve this independence. Although the first objec- 
tive of Western diplomacy must be to find a settlement for the 
Trieste problem which will permit Italy to co-operate with Yugo- 
slavia, it must be remembered that a ‘Balkan entente’ including 
Yugoslavia and backed by the United States could only appear as 
provocative to the Russians, and indeed it would be difficult to 
justify as a purely defensive measure. Perhaps the best solution 
might be found in the co-operation of the Communist Yugoslav 
Government with the West without entering any definite alliance. 

While the strategic arguments in favour of the inclusion of 
Greece and Turkey within the Atlantic defence system would 
appear to be virtually unanswerable, the manner in which they 
have been integrated into the Treaty Organization is open to criti- 
cism. It would be unfortunate if the other countries of the Middle 
East were to receive the impression that, in the event of a Russian 
attack in the Mediterranean, the West had ‘written them off’ as 
indefensible. Britain, in her preoccupation with a general security 
system for the whole area, appeared at times to her allies to be 
willing to sacrifice the immediate security of Europe’s southern 
flank to a future but uncertain defence scheme. Yet the vital prob- 
lem of the defence of the whole Mediterranean area remains un- 
solved. ‘The West should, at all costs, avoid treating the Middle 
East countries as if they were simply pawns in its own defence 
plans. The success of the North Atlantic Treaty Organization in 
buttressing West European morale is to a great extent due to the 
foundations of security already laid by the Marshall Plan. The 
Middle East today needs the same kind of economic preparation as 
was found necessary for Western Europe in 1947. 


D. J. K. 














Walloon Coal 


A Belgian Economic Problem 


WHEN Belgium’s new Prime Minister, M. Van Houtte, took over 
office at the end of January, one of the main objectives outlined in 
his statement of policy was the strengthening of the country’s 
domestic economy and finances, and he particularly insisted on the 
need for the speedy ratification of the Schuman Plan treaty by the 
Belgian Parliament. Ratification by the Senate followed quickly— 
on 5 February—but the treaty has still to be approved by the 
Lower House. 

Belgium is, in fact, in a somewhat difficult position in relation 
to the Schuman Plan. M. van Acker, speaking at the General 
Assembly of the Belgian Socialist Party on 14 January, voiced a 
widespread fear when he said that the coal industry might suffer 
if the Schuman Plan High Authority insisted on cutting down the 
production of many Belgian mines as a result of the relatively high 
prices of Belgian coal, which have risen by 6 per cent during the 
last two years. ‘If you cut out 15 per cent of the coal industry,’ he 
said, ‘you will also harm the industries which depend on it. Take 
away the coal and you automatically close down the rest of our 
industries.’ 

Belgium’s economy is mainly dependent on her coal and other 
heavy industries, and so an increasingly important role must be 
played by Wallonia, or the Walloon provinces in the south of 
the country, where the main industrial region lies. The most 
characteristic feature of Wallonia is the great industrial crescent 
which begins at Liége and sweeps west along the coal basin to 
Charleroi and Mons. In this region, about 200 km. long and barely 
8 km. in width, are concentrated some 1,700,000 inhabitants, or 
nearly 60 per cent of the whole population of Wallonia. Its produc- 
tive capacity shows the measure of its importance in Belgium’s 
economy. Coal, a commodity which has fallen far short of demand 
in nearly every other European country, is not lacking in Belgium, 
where the per capita domestic consumption in 1950 was 782 kg., 
or more than twice that of France or Western Germany. During 
the winter of 1950-1 the mines in Wallonia produced 5,494,944 
tons, an increase of 723,994 tons on the corresponding period of 
1949-50. Of this figure the Province of Hainaut accounted for 55 
per cent. Much of the coal is exported in exchange for iron ore. 
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In 1950 the Province of Liége produced 40 per cent of the King- 
dom’s steel, and Hainaut nearly 47 per cent. Around these indus- 
tries are grouped other important concerns—chemical works, 
electrical power plants, textile factories, and china and glass works. 

Belgium would thus seem in many ways to be a most favoured 
country. Her recovery from the blows dealt to her economy during 
the war has been remarkable for its speed and thoroughness. Forced 
to look within her own frontiers for supplies of coal which pre- 
viously had come from Britain and Germany, she faced what 
seemed insurmountable difficulties. Labour was in short supply, 
due to the loss of a large part of the mining personnel both during 
and after the war. Wages were high. The selling price of coal was 
fixed well below the cost price. Finance was lacking to re-equip 
and modernize the coal mines. Despite these handicaps, the Bel- 
gians succeeded not only in regaining but in increasing the former 
output of their mines and consequently of their industries. 

First, a vigorous process of rationalization was begun. In the 
coal basins of Wallonia collieries and extraction plants were merged. 
All unproductive sources were ruthlessly amputated and the 
workers were transferred to other pits in the same region. Belgian 
miners and engineers were sent to study mining techniques in 
use in England, the United States, France, and Germany, and 
these methods were adopted in the Belgian pits. M. van Acker 
toured the coal fields urging the miners on to greater efforts, and 
at the same time strikes were made illegal. Foreign labour was 
recruited from Italy and France and from among the Slav refugees. 
Long-term plans were prepared for the re-equipment and moderni- 
zation of the pits and a start was made with part of the 700 million 
francs allocated under Marshall Aid since 1947. 

In 1946 and 1947 the output of the coal mines in Wallonia 
exceeded that of 1938, while in 1948, 1949, and 1950 coal produc- 
tion surpassed that of 1939, the record pre-war year. The economic 
rhythm of the country was able to continue smoothly, unbroken 
by the stoppages and restrictions that were a common feature of 
industrial activity in other countries. By 1947 the level of industrial 
production had increased by 6 per cent over the 1938 figure; in 
1948 this increase rose to 14 per cent and in 1949 to 16 per cent, 
despite a slight recession in the latter half of 1949 which was soon 
corrected by an increase of g per cent in the per capita production.? 
Only in two other Western European countries, Italy and Western 


* U.N. Economic Survey of Europe in 1949. 
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Germany (where the monetary reform had been carried through), | 
was the rate of increase in per capita production for 1949 higher F 
than that of 1948. Consequently exports rose, and in 1948 Belgium’s 


balance of trade with the O.E.E.C. countries showed that the value FF 


of exports reached 57,000 million francs and that of her imports [ 
a little over 53,000 million. ; 

But despite this rapid recovery Belgium’s industrial situation 
today affords little ground for complacency. Factors are becoming F 
apparent which suggest that she may even have reached the limits F 
of her industrial output. These factors are causing increasing f 
anxiety to the authorities in the industrial region—in other words, F 
in Wallonia. The monthly Chronique du Conseil économique wallon © 


and the quarterly Economie wallonne both emphasize the growing F ; 


urgency and the need to use vigorous and far-sighted measures to F 
solve the problems. 

The most serious of these problems is undoubtedly the exhaus- 
tion of the coal deposits in the Province of Hainaut and the con- 
sequent unemployment there. Hainaut is the foremost coal- f 
producing province in Belgium. Its output has increased steadily 
from 8,521,290 tons in 1945 to 14,717,380 tons in 1950, this last 
figure representing about 56 per cent of all the coal produced in 
the Kingdom. The four great mining regions there are the Borinage, 
Tournaisis (round Tournai), Le Centre, and the Charleroi Basin. F 
But only the latter two are engaged in steady production. The F 
others present all the characteristics of depressed regions. The 
Borinage possesses the oldest coal mines in Belgium, indeed in 
Europe. But during fifty years the number of pits has declined 
steeply. In 1g00 there were fifty-eight collieries employing 30,500 
men; in 1950 only twenty-seven remained and the number of 
miners had shrunk to 24,425. Around the coal basin were grouped 
subsidiary concerns, all dependent in varying degrees upon the 
fuel. As the pits were reduced, the industries closed down—first 
the glass works at Jemappes, then the potteries at Nimy and 
Wasmuel, and then the arsenal at Cuesmes. 

In the Basin of Tournaisis the small coal deposits discouraged 
the growth of large industries, and the region suffers from severe 
under-industrialization. As a result a large number of frontier 
workers have gone to seek employment in France. Up to last 
July 4,340 men and women, or almost half of those who live on the 
frontier, had left the region. The other two Basins are better pro- 
vided for. Though Le Centre furnishes only 12 per cent of the 
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nation’s coal, it has developed important metallurgical industries. 
While unemployment exists, it has never reached considerable 
proportions since the region maintains an economic structure 
which is better balanced than that of the Borinage and Tournaisis. 
The Basin of Charleroi is the most highly industrialized part of 
Hainaut and produces a quarter of Belgium’s coal. 

Unemployment in Belgium has reached disturbing proportions 
during the last two years. In 1950 there were 221,734 out of work, 
or more than 2-32 per cent of the total population. To this number 
Hainaut contributed 22,334, or nearly 11 per cent. The prosperity 
of the country’s basic industries tends to conceal these facts. 
But M. Emile Cornez, Governor of the Province of Hainaut, 
issued a grim reminder in his speech at the opening of the Hainaut 
Provincial Council on 1 October 1951 when he said: ‘We must not 
deceive ourselves about the cause of recovery, which is based on 
the present prosperity of the heavy industries. In fact, this pros- 
perity has an extremely fragile foundation and has been due in large 
part to the international tension and the events in the Far East.’ 
And he added: ‘Under these conditions, it is very difficult to fore- 
cast the trend that unemployment will take when the market for 
these industries returns to normal. It would therefore be wise to be 
prepared for a certain worsening of the situation.’ 

The Walloon authorities are aware of the need for immediate 
remedies to revive the exhausted coal regions and to reduce the 
number of unemployed. The Walloon Economic Council (Conseil 
économique wallon) has proposed two main remedies. 

The first, the long-term solution, calls for a national plan for 
the re-equipment and modernization of Belgian industry and in 
particular of Walloon industry. Hitherto this has been prevented 
by the lack of the necessary capital—estimated at more than 
14,000 million francs for the coal industry alone—and by the 
requirement that those industries which yield a profit should 
subsidize the less efficient. Thus the former are deprived of funds 
that might have been devoted to re-equipment, and the latter have 
only sufficient to cover their deficit. However, investments up to 
the end of December 1950 totalled 5,565 million francs, or thirty 
per cent of the whole programme; and re-equipment has already 
been carried out to a value of nearly 2,500 million francs, or 17 per 
cent of the total estimates. If this rate is maintained—and it 
depends on the stability of the Walloon coal industry—investments 
should rise by another 7,000 million francs by the end of 1956. 
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And the rest? This, Wallonia hopes, may be facilitated by Article | 
54 of the Schuman Plan which states: “The High Authority may | 
facilitate the carrying out of investment programmes by granting | 
loans to enterprises or by giving its guarantee to loans which they | 
may obtain elsewhere.’ 
The second remedy that the Walloon Economic Council has 
proposed concerns the systematic prospection for new deposits in 
the Walloon coal basin and the attraction to it of new industries, [7 
Certain geologists have asserted that great reserves of coal— [7 
perhaps as much as 700 million tons—are still to be won from the | 
seams in the depressed regions. Since these deposits lie too deep F 


to make their extraction a profitable task for private enterprise, it F9 « 


has been suggested that the State should intervene to finance and F 
work the mines in a final effort to save the industry of the Borinage J 
and of Tournaisis. But critics of this project have stated that 
it would be far better to close the pits in the Borinage and 
Tournaisis and transfer the manpower to the more productive f 
enterprises in Le Centre and the Charleroi Basin. It is a mistake, 
they say, to believe that the abandonment of unproductive sources F 
must inevitably lead to a decrease in the national output. They fF 
point out that though the number of pits in Belgium has decreased F 
from 265 in 1900 to about 150 today, the total amount of coal F 
produced has risen. The answer lies in new machinery and more 
concentrated manpower, not in boring hundreds of feet through F 
hard rock in search of uncertain coal deposits. It seems likely that 
these critics will have their way, since prospecting and boring : 
would be costly and the attitude of the Government to further F 
development in Wallonia is not so sympathetic as the Walloons & 
consider it ought to be. 

The plans to attract new industries to the depressed areas have 
a better chance of more immediate fulfilment, though, here too, FF 
they are handicapped by lack of finance. A project to develop the F 
television industry in Hainaut has had to be shelved owing to the FF 
costly and highly-skilled labour it entailed. Enormous finance, 


probably amounting to 2,000 million francs, would be required for FF 


the suggested expansion of the automobile and chemical plants. F 
More encouraging was the establishment in January 1951 of the F 
new steel-plate rolling mills and the re-equipment of other mills 
belonging to the Société des Usines métallurgiques du Hainaut. FF 

But developments of this kind can be little more than ‘fingers in FF 
the dyke’, effective for a time in checking the tide of unemploy- 
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‘ment, but offering no lasting and assured defence against it. 


} Accordingly, several influential groups of industrialists, led by the 


Walloon Economic Council, are advocating not so much the con- 
' centrating of new industries as the decentralization of the already 
established concerns. In their plans they have undoubtedly been 
‘influenced by American methods of industrial expansion. When 


production in a factory reaches such a volume that it becomes 
necessary to establish branch factories, it is argued that the latter 
should be built where unemployment is densest and should main- 
tain close links with the parent factory, either as finishing and 
packing stations or as workshops for the manufacture of machine 
tools and spare parts. Such a system which aims at the relief of 


industrial congestion has worked well in Holland and France. But 


in those countries communications, which are essential for de- 
centralized industries, are good. In Wallonia they are not. Better 


train services, electrification of existing tracks, and the construction 


of the Route Wallonie, planned as a branch of the international 
highway linking Calais and Cologne, are projects for improvement 
which still exist only on paper. The Walloon authorities assert that 
they depend on the more or less favourable attitudes of the various 
Ministers of Finance. This may be so. What is certain is that until 
they are carried out any plan for industrial decentralization must 
remain unfulfilled. 

But unemployment is not the only problem facing industrial 
Wallonia. It is an economic paradox that side by side with unem- 
ployment there can exist an acute labour shortage, and this is the 
position in Wallonia today. It is not a new situation. Over many 
years the numbers of the working population have declined steeply. 
In 1896 the Province of Hainaut had about 270,000 workers; in 
1948 the figure had shrunk to a little over 261,000. At first sight 
there would seem to be nothing very startling in these figures. 
Their significance is revealed only when one remembers that since 
the first World War the influx of foreigners into Belgian industry 
has increased. By 1948 some 390,000 foreigners—a figure which 
includes women and children—were resident in Belgium and were 
tending to replace Belgian workers in several branches of the 
heavy industries, especially coal mining. In 1948 the Italians were 
the largest group. The French occupied the second place, closely 
followed by Poles. 

The causes of the decrease in the active population of Wallonia 
were outlined by the Council in its report of May 1947. First was 
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the falling birth-rate, due to economic crises and unemployment, 
the housing shortage, and low wages. Secondly, the death rate had 
increased as the result of old age and the strain of the war years. 
Thirdly, there was an alarming rise in the number of worker; 
leaving Wallonia, despite the high wages they were receiving there, 
to look for employment in Brussels and Antwerp. These last two 
factors immediately affected the coal industry by causing a serious 
manpower shortage. Whereas those engaged in mining in 1939 
totalled 141,906, of whom 100,682 worked below the surface, this 
figure in 1945 had fallen to 105,566, of whom only 65,831 were 
under-surface workers. The Government was forced to adopt a 
policy for the recruitment and training of foreign labour. In 1947 
and 1948 more than 40,000 Italians and 14,000 displaced persons 
entered the mines, most of whom were engaged for work beneath 
the surface. 

It is interesting to compare the results of the Belgian Govern- 
ment’s policy with what has happened in Britain, where the miners’ 
unwillingness to accept more foreign labour in the pits has im- 
peded the Government’s plans for a large-scale recruitment of 
Italian miners. 

In Wallonia both the miners and other workers in the heavy 
industries welcomed the foreign recruits. Both M. Cornez and 
M. Charles Baré, the Administrateur-delégué of the Council, have 
spoken of the friendly relations existing between Belgian and foreign 
workers. This is mainly due to the absence of any closed shop 
principle in Belgian industry. Although the workers have three 
trade unions, Socialist, Liberal, and Catholic, not all of them 
are members. Consequently the Belgian worker is better adjusted 
psychologically than his British counterpart to accept the stranger 
into his group. Again, there does not exist in Belgium anything 
approximating to the miners’ lodges with their rigid and exclusive 
rules and codes of behaviour. Lastly, Belgium is divided geo- 
graphically and mentally by the great linguistic barrier, and to the 
French-speaking Walloon the Fleming and the Italian are, in 
certain respects, equally strangers. All these factors have facilitated 
the acceptance of foreign labour. 

Has this plan for the recruitment of foreign labour been entirely 
successful? Certainly coal production has risen. More than 105,000 
tons are produced daily. Yet this figure ought to have been 115,000 
tons. The reason for the deficit is not hard to find. As fast as the 
Italians are entering the pits, the Belgian miners are leaving them. 
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More than 9,000 Belgians have already left the Walloon mining 


regions in search of more attractive working conditions in the cities 


' of the north. The necessary manpower is still lacking, and indi- 
' vidual productivity, instead of increasing, has for several months 
| remained at 750 kgs. per day. 


Again, while the Belgians were able to ‘skim the cream’ of the 


earlier groups of specialized workers, the Italians they are now 
' recruiting are, for the most part, men with little or no experience 
_ of mining and a certain period must elapse between their training 


and their actual entry into the pits. This period is a sterile time 
for the coal industry. And when finally established there can be no 
guarantee that the Italian miners will remain in the industry for 
any appreciable length of time. They fall into two categories: 
temporary and permanent immigrants. The contribution of the 
former group varies according to the economic conditions pre- 
vailing in the industrial regions. They tend to drift from one 
industry to another in search of higher wages and eventually they 
return home. Only the latter group can be relied on to make any 
permanent contribution. This group consists of Italian workers and 
their families. The presence of the family has been shown to be an 
indispensable factor in the stability of foreign manpower, but it 
limits the number of permanent immigrants since the Belgian 
Government finds difficulty in housing its own nationals and their 
families, let alone the families of foreign workers. 

These two problems, unemployment and manpower shortage, 
offer no easy solutions. They are, of course, problems which exist 
in other countries besides Belgium, but the remarkable progress 
which Belgium has made in the industrial sphere since the war 
has tended to disguise the gravity of the situation. She certainly 
got away to a quick start and left many other countries bracing 
themselves on the starting line. But doubts are beginning to be 
expressed about her ability to stay the pace. Despite increased 
productivity in the coal and other heavy industries, the general 
industrial productivity still remains slightly below that of the pre- 
war years. In contrast, by the end of 1950 France had reached, and 
ltaly surpassed, the pre-war productivity level, while productivity 
in Sweden shows a steady annual rate of increase of about 4-5 per 
cent over the pre-war level—probably an indication of possible 
long term progress in relatively industrialized economies under 
conditions of full employment. To maintain her prosperity Bel- 
gium must develop a corresponding rhythm of productivity. 
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The Walloons are convinced that this can be attained only by 
large-scale re-equipment and modernization of their industrial 
enterprises. There is present in the region a strong current of 
opinion that Wallonia is not getting a ‘square deal’ in these matters, 
The Council asserts that a large measure of regional self-determina- 
tion is needed in order to offset the tendencies towards centraliza- 
tion which it believes to exist in Brussels. It recommends that an 
organ be set up in each region for the purpose of grouping the 
existing industries, assembling capital for new enterprises, and con- 
trolling industrial expansion. In fact, the Belgian Constitution 
contains provision for just such a scheme—the control of their 
own affairs by the provinces and communes. The Walloon authori- 
ties point to the existence of such regional organs in other countries, 
In Holland there are provincial organs controlled by the Governor 
and carrying out the economic development of the province, with 
power to raise the necessary capital by bank loans. In France, the 
Département de la Moselle possesses a departmental commission, 
closely connected with the Central Administration of the Monnet 
Plan, which has drawn up a complete project for industrial develop- 
ment. Even Sicily has industrial autonomy within the framework of 
the Italian State. 

Wallonia feels that regional autonomy embodying the control of 
regional industry is the only solution to the problems created by 
unemployment and shortage of labour. But it must be emphasized 
that in a region with such strong local cohesion and traditions as 
Wallonia the views of the authorities are extremely likely to con- 
flict with the policy of the central power. Wallonia views with 
concern her falling birth-rate and relatively stationary level of 
production. Her anxiety is deepened by the rising birth-rate and 
production of her northern rival Flanders. In this country of 
divisions—Catholic and Protestant, King’s men and republicans, 
French and Flemish—the industrial scission is the one that 
demands most immediate attention. 

A. A. W. 
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